Abstract. This paper proposes an evolutionary model of business groups in emerging economies by tracing the evolution and restructuring of business groups in Korea. Underlying our model are two theoretical premises: (1) the value-creation potential of business group diversification depends on the quality of the economic institutions supporting the economy; and (2) the strategy-structure fit is a key determinant of diversified business groups' performance. Combining these two premises, we link business group evolution with institutional context, sources of competitive advantages, diversification strategy, and structure. To illustrate our theoretical arguments, we provide an overview of the evolution of chaebols in Korea and examine the restructuring of two major business groups, LG and Hyundai Motor. We conclude by discussing implications for management, public policy, and future research.
Diversified business groups are significant players of the competitive landscape in many emerging economies. While traditional studies generally considered business groups as a departure from economic efficiency, recent research has provided a new understanding of the importance of this organizational form (Ghemawat and Khanna, 1998; Granovetter, 1994; Guillén, 2000; Khanna and Palepu, 1997, 1999) . These studies suggest that business groups act as substitutes for imperfect capital, labor, and product markets in many countries, thereby enjoying competitive advantages that are not available to independent firms (Leff, 1976) .
Because business groups in Korea, called chaebols, are a major case in point, our paper will focus on the evolution of chaebols and how they have changed and restructured over time. In the early phase of Korean economic development, when external markets were poorly developed, the chaebols' ability to transfer and share financial resources, human resources, and management know-how across subsidiaries played a crucial role in their rapid growth. By 1996, the 30 largest chaebols accounted for 40% of Korea's total output (Ungson, Steers and Park, 1997) . Leading chaebols, such as Samsung, Hyundai, LG, and Daewoo, had over 80 affiliated companies each participating in a wide range of industries, including semiconductors, consumer electronics, construction, shipbuilding, automobiles, trading, and financial services. By successfully transforming from exporters of cheap products to major global players in the past two decades, chaebols have been regarded as drivers behind the unprecedented success of the Korean economy (Amsden, 1989; Chang and Hong, 2000, 2002) .
However, the perception of such large and diverse business groups has changed quite dramatically in the more recent period. Since the Asian currency crisis in 1997, chaebols in Korea have been described as excessively diversified and poorly managed organizations and accordingly seen as globally non-competitive. As a result, some scholars argued for the break-up of chaebols to improve national competitiveness. The government forced many chaebols to restructure their business portfolios (Bremner and Moon, 2002) . In fact, the 1997 financial crisis mentioned early has brought vast changes to many chaebols. Of the largest 30 chaebols in 1996, about half of them have gone through bankruptcy proceedings or bank-sponsored restructuring programs. Daewoo, which was ranked number four in 1996, has literally been broken up and no longer exists. Other chaebols have also voluntarily taken their own restructuring efforts, often on a large scale.
The rise and fall of chaebols and other Asian business groups in general poses an intriguing research question. To examine this question, we propose an evolutionary model of business groups in emerging economies by tracing the evolution and restructuring of chaebols. Underlying our model are two theoretical premises. First, beyond strategic considerations in past research (e.g., Hoskisson and Hitt, 1990) , the value-creation potential of diversification depends on the nature of economic and societal institutions supporting the country's economy. Different institutional settings offer different types of valuecreation opportunities that can be exploited through different types of diversification strategies (Khanna and Palepu, 1997; Wan and Hoskisson, 2003) . Thus, as institutions evolve with economic development, we argue, so do sources of potential value-creation of diversified business groups. Second, the strategy-structure fit is a key determinant of the performance of diversified business groups. Related diversification and unrelated diversification strategies pursue different economic benefits and necessitate different organizational arrangements (e.g., Hill and Hoskisson, 1987; Hoskisson, Hill and Kim, 1993; Keats and O'Neill, 2001 ). Thus, appropriate corporate structure of business groups varies according to the shifting nature of relationships between subsidiaries. Combining these two premises, we explore business group evolution through the development of institutional context, sources of competitive advantages, and diversification strategy and structure of business groups.
The paper is organized as follows. We first review the literature on business groups from institutional and organizational perspectives. Next, we combine the two perspectives to offer a model delineating evolutionary paths of strategy and structure of diversified business groups. We use this model to examine the evolution of chaebols within the Korean institutional context prior to the financial crisis. In the post-financial crisis period, we then analyze the structural adjustments of chaebols, which are illustrated by examining the restructuring paths of LG and Hyundai Motor groups. We conclude with implications for management and public policy, and offer suggestions for future research.
